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EXECUTIVE SUMMARY
PALO VERDE UTILITIES COMPANY, L.L.C. AND

SANTA CRUZ WATER COMPANY, L.L.C.
DOCKET nos. SW-03575A-07-0305 and W-03576A-07-0305

On May 21, 2007, Palo Verde Utilities Company, L.L.C. ("Palo Verde" or "Wastewater
Company") and Santa  Cruz Water  Company,  L.L.C.  ("Santa  Cruz" or  "Water  Company")
collect ively refer red to as  ("The Utilit ies") joint ly filed an applica t ion with the Ar izona
Corporation Commission ("ACC" or "Commission") to amend Decision No. 68498, pursuant to
A.R.S. Section 40-252.

Palo Verde and Santa Cruz are Arizona Limited Liability Companies ("LLCs"), in good
standing, and engaged in providing wastewater utility service to over 14,200 customers and
water utility service to over 14,600 customers, respectively, in portions of Pinal County, Arizona.
The Utilities were granted an Order Preliminary to the issuance of the Certificate of Convenience
and Necessity ("CC&N") for  the 387 Domest ic Water  Improvement  Distr ict  and the 387
Wastewater Improvement District (collectively, the "387 Improvement District") areas upon
completion of the requirements contained in Findings of Fact Nos. 24 and 34, in Decision No.
68498, issued on February 23, 2006, in Docket Nos. SW-03575A-05-0470 and W-03576A-05-
0470.

Pursuant to Finding of Fact No. 24b and 34b of Decision No. 68498, Santa Cruz was to
file a  copy of the Ar izona Depar tment  of Environmenta l Quality ("ADEQ") Approval of
Construction ("AOC") for the proposed water line interconnection by December 31, 2006, and
Pa lo Verde was  to f ile a  copy of  the ADEQ AOC for  the sewer  line interconnect ion by
December 31, 2006, respectively. Neither Santa Cruz nor Palo Verde filed the required ADEQ
AOC within the time specified by the order. On March 20, 2007, and May 7, 2007, Staff tiled
memoranda to close Docket Nos. SW-03575A-05-0470 and W-03576A-05-0470, pursuant to
Decision No. 68498. On May 8, 2007, the dockets were Administratively Closed. (See Decision
No. 69493.) The Utilities, albeit late, have filed a copy of the AOC for the sewer interconnection
and a letter from ADEQ stating that AOC is not required for the water interconnection since the
construction cost is less than $50,000.

In the instant  applica t ion,  The Utilit ies specifica lly request  tha t  the requirements
regarding filing the AOC from ADEQ be eliminated. The elimination of the AOCs will in
essence reinstate the Order Preliminary with the last requirement before the issuance of the
CC&N being the dissolution of the 387 Improvement Distr ict  by Penal County. This last
requirement has no deadline. Pinal County plans to dissolve the 387 Improvement District after
certain litigation! involving the 387 Improvement District is resolved.

Staff recommends the Commission deny The Utilities' application to amend Decision
No. 68498. The Utilities are out of compliance with Commission rules and regulations and prior
Commission decision due to The Utilities' failure to comply with prior Commission Order, in
Decision No. 68448. The Utilities have a pending request for time extension to comply with the

1 See Findings  of Fact Nos. 38 and 39, in Decis ion No. 68498



de linque nt complia nce  re quire me nts . S ta ff be lie ve s  it is  not in the  public inte re s t to gra nt the
re lie f reques ted until The  Utilitie s  a re  in compliance  with the  Commiss ion.

Howe ve r, S ta ff will re cons ide r its  re comme nda tion if, by the  da te  of the  he a ring in this
ma tte r, The  Utilitie s  file  docume nta tion de mons tra ting tha t The  Utilitie s  ha ve  complie d with
Decis ion No. 68448.

In the  a lte rna tive , s hould the  Commis s ion de cide  to gra nt a n Orde r P re limina ry, S ta ff
recommends  tha t the  fina l CC&N not be  granted until:

1 . The  Utilitie s  a re  in  fu ll complia nce  with  De cis ion  No . 68448  o r g ra n te d  the ir time
extension.
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In tro d u c tio n

On Ma y 21, 2007, P a lo Ve rde  Utilitie s  Compa ny, L.L.C. ("P a lo Ve rde " or "Wa s te wa te r
Compa ny") a nd S a nta  Cruz Wa te r Compa ny, L.L.C. ("S a nta  Cruz" or "Wa te r Compa ny")
co lle c tive ly re fe rre d  to  a s  ("Th e  Utilitie s ") jo in tly file d  a n  a p p lica tio n  with  th e  Arizo n a
Corpora tion Commiss ion ("ACC" or "Commiss ion") to a me nd De cis ion No. 68498, pursua nt to
A.R.S . Section 40-252.

On  J une  15 , 2007 , the  Commis s ione rs  vo te d  to  ha ve  a  he a ring  on  The  Utilitie s '
Applica tion to Amend Decis ion No. 68498, pursuant to A.R.S . Section 40-252.

On J uly 19, 2007, a  P roce dura l Orde r wa s  is s ue d in the  docke t s e tting the  proce dura l
schedule.

On Augus t 9, 2007, The  Utilitie s  provide d a dditiona l docume nta tion to s upport the ir
re lie f requested.

Background

P a lo Ve rde  a nd S a nta  Cruz a re  Arizona  Limite d Lia bility Compa nie s  ("LLCs ") in good
standing and engaged in providing wastewater utility se rvice  to over 14,200 customers  and wate r
utility se rvice  to ove r 14,600 cus tome rs , re spe ctive ly, in portions  of P ina l County, Arizona . The
origina l Ce rtifica te s  of Conve nie nce  a nd Ne ce s s ity ("CC&N") for The  Utilitie s  we re  gra nte d by
the  Commis s ion in De cis ion No. 61943 (S e pte mbe r 17, 1999) a s  Arizona  Corpora tions . On
October 6, 2003, the  Commiss ion issued Decis ion No. 66394 which approved the  transfe r of the
CC8cNs  from the  Corpora tions  to the  LLCs . The  Utilitie s  we re  gra nte d e xte ns ions  to the ir
CC&Ns in Decis ion Nos . 66394 (Octobe r 6, 2003), 67240 (September 23, 2004), 67830 (May 5,
2005), a nd 68448 (Fe brua ry 2, 2006). h i a dd ition , The  Utilitie s  we re  g ra n te d  a n  Orde r
P re limina ry fo r the  387  Dome s tic  Wa te r Improve me nt Dis tric t a nd  the  387  Wa s te wa te r
Improve me nt Dis trict (colle ctive ly, the  "387 Improve me nt Dis trict") a re a s  in  De cis ion  No.
68498 (February 23, 2006).

The  Utilitie s  a re  wholly-owne d subs idia rie s  of Globa l Wa te r Re source s , LLC ("GWR").
GWR is  a  u tility holding compa ny, forme d a s  a n  LLC, a nd is  e nga ge d in  the  bus ine s s  of
a cquiring utility compa nie s . Altoge the r,  GWR's  s ubs id ia rie s  p rovide  u tility s e rvice  to
approximate ly 36,000 cus tomers  in Arizona .

P a lo Ve rde  a nd S a nta  Cruz a re  curre ntly ce rtifica te d by the  Commis s ion to provide
was tewa te r and wa te r se rvice s  to approxima te ly a  30 squa re  mile  a rea  within the  corpora te  city
limits  of the  City of Ma ricopa , in northwe s t P ina l County, Arizona . The  Utilitie s  we re  gra nte d
an Order Pre liminary to the  issuance  ofthe CC&Ns for the  387 Improvement Dis trict a rea s  upon

2 The number of customers is as of August 15, 2007, and includes the 387 Improvement District customers. 387
Improvement District is the subject of the instant application.
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comple tion of the  re quire me nts  conta ine d in Findings  of Fa ct Nos . 24 a nd 34, in De cis ion No.
68498, issued on Fe brua ry 23, 2006, in Docke t Nos . SW-03575A-05-0470 and
W-03576A-05-0470.

The  387 Improvement Dis trict includes  approxima te ly 5,000 acre s  or seven and one -ha lf
(7.5) squa re  mile s , is  loca ted adjacent to The  Utilitie s ' exis ting CC&N a rea , comprises  of seve ra l
mas te r planned communitie s , and includes  ove r 16,300 lots . The  387 Improvement Dis trict was
formed in 2003 by the  P ina l County to provide  wa te r and was tewa te r se rvice s  to an a rea  which
The  Utilitie s  we re  not the n a ble  to s e rve . S onora n Utility S e rvice s  ("S onora n") contra ctua lly
ope ra te d the  387 Improve me nt Dis trict s ince  its  ince ption. On April 14, 2005, GWR took ove r
the  ope ra ting obliga tions  of the  387 Improve me nt Dis trict from Sonora n a nd on June  15, 2005,
The  Utilitie s  acquired the  a sse ts  of the  387 Improvement Dis trict.

Pursua nt to Findings  of Fa ct Nos . 24b a nd 34b of De cis ion No. 68498, Sa nta  Cruz wa s
orde re d to file  a  copy of the  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") Approva l
of Construction ("AOC") for the  proposed wa te r line  inte rconnection by December 31 , 2006, and
P a lo  Ve rde  wa s  to  file  a  copy o f the  ADEQ AOC fo r the  s e we r line  in te rconne c tion  by
De ce mbe r 31, 2006, re spe ctive ly. Ne ithe r S a nta  Cruz nor P a lo Ve rde  file d the  re quire d ADEQ
AOC within the  time  spe cifie d by the  de cis ion. Due  to The  Utilitie s ' fa ilure  to file  the se  re quire d
compliance  items, the  Orde r P re limina ry approved in Decis ion No. 68498 became  null and void.
O n  Ma rc h  2 0 ,  2 0 0 7 ,  a n d  Ma y 7 ,  2 0 0 7 ,  S ta ff file d  me mo ra n d a  to  c lo s e  Do c ke t No s .
S W-03575A-05-0470 a nd W-03576A-05-0470, purs ua nt to De cis ion No. 68498. On Ma y 8,
2007, the  docke ts  we re  Adminis tra tive ly Close d. (Se e  De cis ion No. 69493.) The  Utilitie s , a lbe it
la te , have  tiled a  copy of the  AOC for the  sewer inte rconnection and a  le tte r from ADEQ s ta ting
tha t AOC is  not re quire d for the  wa te r inte rconne ction s ince  the  cons truction cos t is  le s s  tha n
$50,000.

In the  ins tant applica tion, The  Utilitie s  reques ts  tha t the  Commiss ion amend Decis ion No.
68498, purs ua nt to  A.R.S . S e ction 40-252. S pe cifica lly, The  Utilitie s  re que s ts  tha t the
re quire me nts  re ga rding filing the  AOC from ADEQ be  e limina te d. The  e limina tion of the  AOCs
will in e s se nce  re ins ta te  the  Orde r P re limina ry with the  la s t re quire me nt be fore  the  is sua nce  of
the  CC&N be ing the  dis s olution of the  387 Improve me nt Dis trict by P ina l County. This  la s t
requirement has  no deadline . Pena l County plans  to dissolve  the  387 Improvement Dis trict a fte r
ce rta in  litiga tions  involving the  387 Improve me nt Dis trict is  re s olve d. Accord ing  to  The
Utilitie s ' Augus t 9, 2007 re sponse  to S ta ff Firs t Se t of Da ta  Reques ts , "[r]ecently, Sonoran filed
a  "Third Ame nde d Compla int" which a dde d ce rta in Globa l a ffilia te s  a s  de fe nda nts : (1) Globa l
Wa te r Re source s , LLC, (2) S a nta  Cruz Wa te r Compa ny, LLC, (3) Globa l Wa te r - S a nta  Cruz
Wa te r Compa ny, (4) P a lo Ve rde  Utilitie s  Compa ny, LLC, a nd (5) Globa l Wa te r - P a lo Ve rde
Utilitie s  Company. The  Globa l de fendants  answered denying a ll a llega tions  of wrong-doing."

3 See Findings  of Fact Nos . 38 and 39 in Decis ion No. 68498
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The Water System

Sa nta  Cruz ope ra te s  a  wa te r sys te m tha t cons is ts  of four drinking wa te r we lls  (ha ving a
combine d production ra te  of 7,400 ga llons  pe r minute  ("GP M")), four s tora ge  ta nks  (ha ving a
combine d ca pa city of 4,000,000 ga llons ), four pre s sure  ta nks  (ha ving a  combine d ca pa city of
20 ,000  ga llons ) a nd  one  in itia tion  we ll. S a n ta  Cruz ha s  a n  e xis ting  cus tome r ba s e  o f
a pproxima te ly 14,200 cus tome rs .4 The  Wa te r Compa ny curre ntly e xpe rie nce s  a n a ve ra ge
monthly growth ra te  of ove r 225 ne w conne ctions . S a nta  Cruz wa te r s ys te m doe s  not ha ve
a de qua te  production to s e rve  its  e xis ting ba s e  of cus tome rs . Howe ve r, S a nta  Cruz is  in the
proce s s  of comple ting the  following pla nt a dditions : (1) a  3,500,000 ga llon Ra ncho Mira ge
s tora ge  ta nk sys te m which the  Wa te r Compa ny e xpe cts  will be  in se rvice  by Augus t 2007, a nd
(2) a  2,800 GPM Rancho Mirage  we ll which is  expected to be  in se rvice  in Octobe r 2007. When
these  plant additions  a re  comple ted and in se rvice  Santa  Cruz will have  adequa te  production and
storage  capacity to serve  its  existing base  of customers.

S a nta  Cruz de live rs  its  wa te r to the  387 Improve me nt Dis trict to se rve  cus tome rs  in the
387 Improve me nt Dis trict. The  two we lls  the  387 Improve me nt Dis tric t owns  ha ve  be e n
conve rte d to irriga tion we lls . The  500,000 ga llon s tora ge  ta nk a nd boos te r s ta tion tha t the  387
Improve me nt Dis trict owne d s till re ma in in the  s ys te m to s e rve  the  387 Improve me nt Dis trict
cus tomers . The  387 Improvement Dis trict ha s  approxima te ly 1,000 cus tomers  and expe riences
a n a ve ra ge  monthly growth ra te  of ove r 150 conne ctions . On J uly 24, 2007, ADEQ is s ue d a
le tte r to S a nta  Cruz s ta ting "[a ]n "Approva l to Cons truct" is  not re quire d for the  cons truction
work of wa te r inte rconne ctions  be twe e n 387 DWID a nd Globa l-S a nta  Cruz Wa te r Compa ny
because  the  tota l project cos t was  less  than $50,000. It follows tha t an AOC is  a lso not required.

The  S a nta  Cruz a nd 387 Improve me nt Dis trict s ys te ms  a re  phys ica lly inte rconne cte d.
Afte r the  Ra ncho Mira ge  s tora ge  ta nk a nd we ll a re  in se rvice , S a nta  Cruz will be  a ble  to se rve
a pproxima te ly 1,000 a dditiona l cus tome rs . S ta ff conclude s  tha t Sa nta  Cruz will ha ve  a de qua te
production and s torage  capacity to se rve  customers  in the  extension a rea . S ta ff further concludes
tha t it is  reasonable  to assume tha t Santa  Cruz will develop additional capacity as  needed to meet
future  growth in the  expanded service  area .

S ta ff recommends  tha t the  Commiss ion e limina te  the  AOC requirement tha t was  orde red
in Decis ion No. 68498 for the  wa te r line  inte rconnection, s ince  ADEQ does  not require  Approva l
to Construct nor an AOC for prob ects  with tota l construction cost of less  than $50, 000.

4 The number of cus tomers  is  a s  of Augus t 15, 2007, and includes  the 387 Improvement Dis trict cus tomers . 387
Improvement Dis trict is  the subject of the ins tant applica tion.
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Arizona Department of Environmental Quality Compliance

S ta ff re ce ive d complia nce  s ta tus  re ports  for S a nta  Cruz a nd the  387 Improve me nt
Dis trict sys tems from ADEQ s ta ting tha t it has  de te rmined tha t Santa  Cruz is  currently de live ring
wa te r tha t mee ts  the  wa te r qua lity s tanda rds  required by Arizona  Adminis tra tive  Code , Title  18,
Cha pte r 4. ADEQ a ls o s ta te d tha t the  387 Improve me nt Dis trict is  curre ntly cla s s ifie d a s  a n
inactive  water system because  the  system is  physica lly inte rconnected to Santa  Cruz and the  387
Improvement Dis trict we lls  have  been pe rmanently disconnected from the  dis tribution sys tem.

Arizona Department of Water Resources ("ADWR") Compliance

S a nta  Cruz is  loca te d in the  P ina l Active  Ma na ge me nt Are a  ("AMA"), a s  de s igna te d by
ADWR. As  a  re s ult, S a nta  Cruz is  s ubje ct to the  re porting a nd cons e rva tion rule s  of ADWR.
ADWR has  indica ted tha t Santa  Cruz is  in compliance  with the  P ina l AMA requirements .

ADWR is sue d a  De cis ion a nd Orde r (No. 26-401667.0000) on Ma y 4, 2006. This  orde r
s ta te d tha t ADWR a pprove d the  Wa te r Compa ny's  De s igna tion of As s ure d Wa te r S upply
("DAWS") modifica tion re que s t to include  the  387 Improve me nt Dis trict in its  e xis ting DAWS .

ACC Compliance

A che ck with the  Utilitie s  Divis ion Complia nce  S e ction s howe d tha t the re  a re  thre e
de linquent compliance  requirements  for Santa  Cruz. These  compliance  items were  required pe r
Commis s ion  De cis ion  No. 68448  a nd  include  the  fo llowing : a  P ina l County Fra nchis e
Agre e me nt, a  fu lly e xe cu te d  ma in  e xte ns ion  a gre e me nt fo r the  e xte ns ion  a re a , a nd  a n
amendment to the  Company's  exis ting Designated Assured Water Supply for the  Southwest a rea .
The  Company has  a  pending request for extension of time to comply with those  items.

Ars enic

The  U.S . Environme nta l P ro te c tion  Age ncy ("US EP A") ha s  re duce d  the  a rs e n ic
ma ximum conta mina nt le ve l ("MCL") in drinking wa te r from 50 microgra ms  pe r lite r ("pg/l") or
pa rts  pe r billion ("ppb") to 10 Ag/l. The  da te  for complia nce  with the  ne w MCL is  De ce mbe r 31,
2007. The  mos t re ce nt la b a na lys is  provide d by Sa nta  Cruz indica te s  tha t the  a rse nic le ve ls  in
both We lls  a re  10.1 Ag/l a nd 17.71 Ag/l which a re  a bove  the  ne w a rs e nic MCL. S a nta  Cruz
indica te d tha t ble nding will be  us e d to  re duce  this  a rs e nic conce ntra tion to  me e t the  ne w
s tanda rd. In an ADEQ Certifica te  is sued on July 20, 2005, ADEQ s ta ted tha t the  blending plan
for the  Santa  Cruz Company was approved.

5 Staff received the compliance status reports from ADEQ on May 17, 2007 (related to Santa Cruz) and July 26,
2007 (related to 387 District).
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Cu rta ilme n t P la n  Ta riff

S a nta  Cruz ha s  a n  a pprove d curta ilme nt ta riff tha t wa s  file d  in  Octobe r 2003 a nd
approved by Decis ion No. 66394. The  ta riff was  subsequently amended by Decis ion No. 67830.

The Wastewater System

P a lo  Ve rde  owns  a nd ope ra te s  a n  e nclos e d thre e  million ga llons  pe r da y ("MGD")
sequentia l ba tch reactor trea tment plant, sand filte rs , ultra  viole t dis infection units  and an e ffluent
reuse  and surface  water disposal system to serve  its  existing C C &N area.

The  387 Improve me nt Dis trict ha d ins ta lle d a  0.99 MGD tre a tme nt pla nt (Ma ricopa  #l
Wa s te wa te r Tre a tme nt pla m)', howe ve r, this  tre a tme nt pla nt ha s  ne ve r be e n in se rvice  a nd its
ADEQ's  Aquife r P rote ction P e rmit ("AP P ") wa s  ca nce lle d in 2006. Curre ntly a ll wa s te wa te r
from the  387 Improve me nt Dis trict a re a  is  be ing pumpe d to the  P a lo Ve rde  tre a tme nt pla nt for
trea tment and disposal.

P a lo Ve rde  ha d e xte nde d its  e xis ting wa s te wa te r colle ction sys te m to inte rconne ct with
the  387 Improvement Dis trict sewer collection sys tems  a t Smith Road and Bowline  Road7. This
inte rconnection work was  comple ted in March 2007.

Pa lo Ve rde , a lbe it la te , filed in this  docke t a  copy of the  ADEQ Approva l of Cons truction
for the  s e we r line  inte rconne ction be twe e n 387 Improve me nt Dis trict a nd P a lo Ve rde . S ta ff
re comme nds  tha t the  Commiss ion e limina te  the  de a dline  or due  da te  for the  AOC re quire me nt
tha t wa s  orde re d in De cis ion No. 68498 for the  se we r line  inte rconne ction. An AOC is  re quire d
by ADEQ for the  s e we r line  inte rconne ction a nd ADEQ is s ue d one  for the  proje ct which ha s
been filed with the  Commiss ion.

Clean Water Act Section 208 Plan

On Augus t 1, 2006, the  Ce ntra l Arizona  Associa tion of Gove rnme nt ("CAAG") is sue d a
208 amendment to approve  Pa lo Verde 's  208 Wate r Qua lity Management P lan tha t cove rs  300
square  miles  and includes the  30 square  miles  of the  Pa lo Verde  exis ting C C &N service area and
the  7.5 square  miles  of the  387 Dis trict se rvice  a rea . On January 19, 2007, ADEQ issued a  le tte r
to the  US EP A s ta ting tha t the Cle a n Wa te r Act Se ct 208 P la n Ame ndme nt for The  Pa lo Ve rde
Utility Compa ny Cons olida te d S e rvice  Are a , J une 2006, is  cons is te nt with both the  S ta te  of
Arizona 's  and the  CAAG's  Wate r Qua lity Management P lans .

6 According to the Company, this  trea tment plant will be modified and used to trea t Centra l Arizona  Project water in
the future.

ADEQ is sued a  Discharge Authoriza tion Permit on May 8, 2007.7
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ADEQ Co mp lia n c e

S ta ff re ce ive d a  complia nce  s ta tus  re port from ADEQ da te d Augus t 10, 2007, in which
ADEQ s ta te d tha t ADEQ ha s  clos e d the  Notice  of Viola tion ("NOV") is s ue d to P a lo Ve rde  on
April 6, 2007. ADEQ has  closed the  NOV based upon its  de te rmina tion tha t Pa lo Verde  has  me t
the  Docume nting Complia nce  provis ions  of the  NOV. P a lo Ve rde  is  in complia nce  with ADEQ
Aquife r P rotection Pe rmit monitoring and reporting requirement.

ACC Compliance

A che ck with  the  Utilitie s  Divis ion  Complia nce  S e ction  s howe d  tha t the re  is  one
de linque nt complia nce  re quire me nt for P a lo Ve rde . Commiss ion De cis ion No. 68448 re quire s
Pa lo Ve rde  to file : a  Pena l County Franchise  Agreement. The  Company has  a  pending reques t
for e xte ns ion of time  to comply with this  ite m.

Propos ed Rates

Pa lo Verde  and Santa  Cruz provide  utility se rvices  to the  387 Improvement Dis trict under
their respective  authorized ra tes and charges.

Munic ipa l Fra nc h is e

Eve ry a pp lica n t fo r a  CC&N a nd /or CC&N e xte ns ion  is  re qu ire d  to  s ubmit to  the
Commission evidence  showing tha t the  applicant has  rece ived the  required consent, franchise  or
pe rmit from the  prope r a uthority. If the  a pplica nt ope ra te s  in a n unincorpora te d a re a , the
compa ny ha s  to  ob ta in  the  fra nchis e  from the  County. If the  a pp lica n t ope ra te s  in  a n
incorpora ted area of the  County, the  applicant has  to obta in the  franchise  from the  City/Town.

P a lo Ve rde  a nd S a nta  Cruz file d a  copy of the  Ope ra ting/Lice nse  Agre e me nt the y ha d
ente red into with the  City of Maricopa . Opera ting/License  Agreement is  an acceptable  subs titute
for franchise  agreement.

Recommendations

S ta ff re comme nds  the  Commis s ion de ny The  Utilitie s ' a pplica tion to a me nd De cis ion
No. 68498. The  Utilitie s  a re  out of compliance  with Commiss ion rule s  and regula tions  and prior
Commis s ion de cis ion due  to The  Utilitie s ' fa ilure  to comply with prior Commis s ion Orde r, in
De cis ion No. 68448. The  Utilitie s  ha ve  a  pe nding re que s t for time  e xte ns ion to comply with the
de linquent compliance  requirements . S ta ff be lie ve s  it is  not in the  public inte re s t to gra nt the
re lie f reques ted until The  Utilitie s  a re  in compliance  with the  Commiss ion.
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Howe ve r, S ta ff will re cons ide r its  re comme nda tion if, by the  da te  of the  he a ring in this
ma tte r, The  Utilitie s  tile  docume nta tion de mons tra ting tha t The  Utilitie s  ha ve  complie d with
Decis ion No. 68448.

In the  a lte rna tive , s hould the  Commis s ion de cide  to gra nt a n Orde r P re limina ry, S ta ff
recommends tha t the  fina l C C &N not be  granted until:

1. The  Utilitie s  a re  in full complia nce  with De cis ion No. 68448 or gra nte d time  e xte ns ion.



ATTACHMENT A

MEMGRANDUM

DATE August 13, 2007

TO: Blessing Chukwu
Executive Consultant III

FROM: Dorothy Hairs, P. E. DH
Utilities Engineer

RE: WATER & WASTEWATER CERTIFICATE OF CONVENIENCE &
NECESSITY (s4CC&Ns9) EXTENSIONS FOR SANTA CRUZ WATER &
PALO VERDE UTILITIES, L.L.c., DOCKET nos. W-03576A-07-0305 &
SW-03575A-07-0305

1 . Introduction

In Decision No. 68498 the Commissioners gave an Order Preliminary Approval to Santa
Cruz Water Co. ("Santa Cruz") and Palo Verde Utilities Co. ("Palo Verde"), collectively
referred to herein as "the Company", to serve the 387 Domestic Water Improvement
District and the 387 Wastewater Improvement District (collectively, the 387 Districts").
Due to the Company's failure to comply with the requirements in Decision No. 68498,
the Commissioners administratively closed Decision No. 68498 on May 8, 2007. The
Company is seeking to amend Decision No. 68498 to change certain compliance
requirements. Santa Cruz and Palo Verde currently serve approximately thirty square
miles, near the Town of Maricopa in northwest Pinal County. The requested extension
area, the 387 Districts, includes approximately nine square miles in Pinal County and is
located adj cent to the Company's existing CC&Ns.

II. Water System

A. System Analysis

(a) Existing Santa Cruz System

Santa  Cruz ope ra te s  a  wa te r sys tem tha t cons is ts  of four drinldng wa te r we lls  (having a
combine d production ra te  of 7,400 ga llons  pe r minute  ("GP M")), four s tora ge  ta nks
(ha ving a  combine d ca pa city of 4 ,000,000 ga llons ), four pre s s ure  ta nks  (ha ving a
combined capacity of 20,000 ga llons) and one  irriga tion we ll, Santa  Cruz has  an exis ting
cus tomer base  of a lmost 14,000 cus tomers  and experiences  an ave rage  monthly growth
ra te  of ove r 225 conne ctions . The  e xis ting Sa nta  Cruz sys te m doe s  not ha ve  a de qua te
production to se rve  its  exis ting base  of cus tomers . However, Santa  Cruz is  in the  process

1 According to the Company, the Company was serving 13,830 customers as of May 2007; this customer count
includes customers M the 387 District.
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of comple ting the  following pla nt a dditions : (1) a  3 ,500,000 ga llon Ra ncho Mira ge
s torage  tank sys tem which the  Company expects  will be  in se rvice  by Augus t 2007, and
(2) a  2,800 GPM Rancho Mirage  we ll which is  expected to be  in se rvice  in October 2007.
When these  plant additions  a re  comple ted and in se rvice  Santa  Cruz will have  adequa te
production and s torage  capacity to serve  its  exis ting base  of customers.

(b) 387 Dis tric t Wa te r Sys te m

S a nta  Cruz de live rs  its  wa te r to the  387 Dis trict to s e rve  cus tome rs  in the  387 Dis trict.
The  two we lls  the  387 Dis trict owns  ha ve  be e n conve rte d  to  in itia tion  we lls . The
500,000 ga llon s torage  tank and booste r s ta tion tha t the  387 Dis trict owned s till remain in
the  s ys te m to s e rve  the  387 Dis trict cus tome rs . 387 Dis trict ha s  a pproxima te ly 1,000
cus tomers  and the  387 Dis trict experiences an average monthly growth ra te  of ove r 150
conne ctions . The  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") is s ue d a
le tte r da te d J uly 24, 2007, s ta ting tha t the  re quire me nt of a  Ce rtifica te  of Approva l to
Cons truct for the  inte rconnection work had been wa ived because  the  tota l cos t was  le ss
than $50,000.

(C) Combined Water System

The  Santa  Cruz and 387 Dis trict sys tems a re  physica lly inte rconnected. Afte r the  Rancho
Mira g e  s to ra g e  ta n k a n d  we ll a re  in  s e rvic e ,  S a n ta  Cru z  will b e  a b le  to  s e rve
a pproxima te ly 1,000 a dditiona l cus tome rs . S ta ff conclude s  tha t S a nta  Cruz will ha ve
adequa te  production and s torage  capacity to se rve  customers  in the  extension a rea . S ta ff
furthe r concludes  tha t it is  rea sonable  to a ssume  tha t Santa  Cruz will deve lop additiona l
capacity as needed to meet future  growth in the  expanded service  area .

B. ADEQ Compliance Status

S ta ff re ce ive d complia nce  s ta tus  re ports  for S a nta  Cruz a nd the  387 Dis trict s ys te ms
from ADEQ s ta ting tha t it ha s  de te nnine d tha t S a nta  Cruz is  curre ntly de live ring wa te r
tha t mee ts  the  wa te r qua lity s tandards  required by Arizona  Adminis tra tive  Code , Title  18,
Cha pte r 4. ADEQ a lso s ta te d tha t the  387 Dis se ct is  curre ntly cla s s ifie d a s  a n ina ctive
wate r sys tem because  the  sys tem is  physica lly inte rconnected to the  Santa  Cruz and the
387 wells  have  been permanently disconnected from the  dis tribution system

c. Arizona Department of Water Resources ("ADWR") Compliance Status

S a nta  Cruz is  loca te d in the  P ina l Active  Ma na ge me nt Are a  ("AMA"), a s  de s igna te d by
ADWR. ADWR ha s  indica te d tha t S a nta  Cruz is  in  complia nce  with the  P ina l AMA
requirements .

2 Staff received the compliance s ta tus  reports  from ADEQ on May 17, 2007 (rela ted to Santa  Cruz) and July 26,
2007 (rela ted to 387 Dis trict).
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ADWR is sue d a  De cis ion a nd Orde r (no. 26-401667.0000) on Ma y 4, 2006. This  orde r
s ta te d tha t ADWR a pprove d the  Compa ny's  De s igna tion of As s ure d Wa te r S upply
("DAWS ") modifica tion re que s t to include  the  387 Dis trict in its  e xis ting DAWS .

D. Arizona Corporation Commission (ACC) Compliance Status

A che ck with the  Utilitie s  Divis ion Complia nce  S e ction s howe d tha t the re  we re  thre e
complia nce  re quire me nts  for S a nta  Cruz. The s e  complia nce  ite ms  we re  re quire d pe r
Commis s ion De cis ion No. 68448 a nd include  the  following: a  P ina l County Fra nchis e
Agre e me nt, a  fully e xe cute d ma in e xte ns ion a gre e me nt for the  e xte ns ion a re a  a nd a n
a me ndme nt to  the  Compa ny's  e xis ting  De s igna te d  As s ure d  Wa te r S upply for the
S outhwe s t a re a . The  Compa ny ha s  a  pe nding re que s t for e xte ns ion of time  to comply
with those  items.

E. Ars e nic

The  U.S . Environme nta l P rote ction Age ncy ("EP A") ha s  re duce d the  a rse nic ma ximum
conta mina nt le ve l ("MCL") in drinking wa te r from 50 microgra ms  pe r lite r ("Ag/l") or
pa rts  pe r b illion  ("ppb") to  10  Ag/l. The  da te  fo r complia nce  with  the  ne w MCL is
December 31, 2007. The  most recent lab ana lys is  provided by Santa  Cruz indica te s  tha t
the  a rse nic le ve ls  in both We lls  a re  10.1 Ag/l a nd 17.71 Ag/l which a re  a bove  the  ne w
a rs e nic MCL. S a nta  Cruz indica te d tha t ble nding will be  us e d to re duce  this  a rs e nic
concentra tion to mee t the  new s tandard. In an ADEQ Certifica te  issued on July 20, 2005,
ADEQ sta ted tha t the  blending plan for the  Santa  Cruz Company was approved.

F . Cu rta ilm e n t Ta riff

S a nta  Cruz ha s  a n a pprove d curta ilme nt ta riff tha t wa s  file d in  Octobe r 2003, a nd
approved in Decis ion No. 66394. This  ta riff was  subsequently amended by Decis ion No.
67830.

Wastewater System

A. Wastewater System

(a) Existing Palo Verde Wastewater System

P a lo  Ve rde  owns  a nd  ope ra te s  a n  e nclos e d  thre e  million  ga llon  pe r da y ("MGD")
sequentia l ba tch reactor trea tment plant, sand filte rs , ultra  viole t dis infection units  and an
effluent reuse  and surface  water disposa l system to serve  its  exis ting CC&N area .
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(b) 387 District Wastewater System

The  387 Dis trict ha d ins ta lle d a  0.99 MGD tre a tme nt pla nt (Ma ricopa  #l Wa s te wa te r
Tre a tme nt P la nt)3, howe ve r, this  tre a tme nt pla nt ha s  ne ve r be e n in s e rvice  a nd its
ADEQ's  Aquife r P ro te ction  P e rmit ("AP P ") wa s  ca nce lle d  in  2006 . Curre n tly a ll
was tewa te r from the  387 Dis trict a rea  is  be ing pumped to the  Pa lo Verde  trea tment plant
for trea tment and disposa l.

(C) Future Wastewater System

P a lo Ve rde  ha d e xte nde d its  e xis ting wa s te wa te r colle ction sys te m to inte rconne ct with
the  387 Dis trict s e we r colle ction s ys te ms  a t S mith Roa d a nd Bowline  Roa ds . This
inte rconnection work was  comple ted in March 2007.

B. Clean Water Act Section 208 Plan

On Augus t 1, 2006, the  Ce ntra l Arizona  Associa tion of Gove rnme nt ("CAAG") is sue d a
208 a me ndme nt to a pprove  P a lo Ve rde 's  208 Wa te r Qua lity Ma na ge me nt P la n tha t
cove rs  300 s qua re  mile s  a nd include s  the  30 s qua re  mile s  of the  P a lo Ve rde  e xis ting
C C &N se rvice  a re a  a nd the  9 squa re  mile s  of the  387 Dis trict se rvice  a re a . On Ja nua ry
19, 2007, ADEQ is s ue d  a  le tte r to  the  U. S .  Environme n ta l P ro te c tion  Age ncy
("US EP A") s ta ting tha t the Cle a n Wa te r Ae t S e a t 208 P la n Ame ndme nt for The  P a lo
Verde  Utility Company Consolida ted Se rvice  Area , June  2006, is  cons is tent with both the
Sta te  of Arizona 's  and the  CAAG's  Wate r Qua lity Management P lans .

c . ADEQ Complia nc e

S ta ff re ce ive d a  complia nce  s ta tus  re port from ADEQ da te d Augus t 10, 2007, in which
ADEQ s ta te d tha t ADEQ ha s  clos e d the  Notice  of Viola tion ("NOV") is s ue d to  P a lo
Ve rde  on April 6, 2007. ADEQ ha s  clos e d the  NOV ba s e d upon its  de te rmina tion tha t
Pa lo Verde  has  met the  Documenting Compliance  provis ions  of the NO V. Pa lo Verde  is
in  c o mp lia n c e  with  ADE Q  Aq u ife r P ro te c tio n  P e rmit mo n ito rin g  a n d  re p o rtin g
requirements .

D. ACC Complia nc e

P a lo  Ve rde  curre ntly is  not in  complia nce  with  the  ACC. A che ck with  the  Utilitie s
Divis ion Complia nce  S e ction s howe d the re  is  one  de linque nt complia nce  ite m. This
de linque nt complia nce  ite m, re quire d pe r De cis ion No. 68448, include  filing a  P ina l
County Franchise  Agreement.

3 According to the Company, this  trea tment plant will be modified and used to trea t Centra l Arizona  Project water in
the future.
4 ADEQ is sued a  Discharge Authoriza tion Permit on May 8, 2007.
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IV. Summary

I. Conc lus ions

S ta ff be lie ve s  P a lo Ve rde  ha s  a de qua te  production a nd tre a tme nt ca pa citie s  to
serve the requested area.

S a nta  Cruz is  curre ntly de live ring wa te r tha t me e ts  the  wa te r qua lity s ta nda rds
required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

Santa  Cruz is  in compliance  with the  Pena l AMA requirements .

A che ck with the  Utilitie s  Divis ion Complia nce  S e ction s howe d tha t the re  we re
thre e  complia nce  re quire me nts  for S a nta  Cruz. The se  complia nce  ite ms  we re
re quire d pe r Commiss ion De cis ion No. 68448 a nd include  the  following: a  P ina l
County Franchise  Agreement, a  fully executed ma in extens ion agreement for the
extension a rea  and an amendment to the  Company's  exis ting Designa ted Assured
Wa te r S upply for the  S outhwe s t a re a . The  Compa ny ha s  a  pe nding re que s t for
extens ion of time  to comply with those  items ,

Santa  Cruz has  an approved curta ilment ta riff tha t was  filed in October 2003, and
a pprove d in De cis ion No. 66394. This  ta riff wa s  s ubs e que ntly a me nde d by
Decis ion No. 67830.

S ta ff concludes  tha t Santa  Cruz will have  adequa te  capacity to se rve  the  exis ting
cus tome r ba se  in the  e xpa nde d s e rvice  a re a  a fte r the  Ra ncho Mira ge  we ll is  in
se rvice  in Octobe r 2007. S ta ff furthe r conclude s  tha t it is  re a sona ble  to a s sume
tha t Sa nta  Cruz will de ve lop a dditiona l ca pa city a s  ne e de d to me e t iiiture  growth
in the  expanded service  area

S ta ff conclude s  tha t the  P a lo Ve rde  sys te m ha s  a de qua te  ca pa city to se rve  the
exis ting customer base  in the  expanded service  a rea . S ta ff furthe r concludes  tha t
it is  re a s ona ble  to a s s ume  tha t P a lo Ve rde  will de ve lop a dditiona l ca pa city a s
needed to meet future  growth in the  expanded service  area .

On J a nua ry 19, 2007, ADEQ is sue d a  le tte r to US  EP A, s ta ting tha t the Clean
Wa te r Act S e a t 208 P la n  Ame ndme nt for The  P a lo  Ve rde  Utility Compa ny
Cons olida te d S e rvice  Are a , J une  2006, is  cons is te nt with  both  the State o f
Arizona 's  and the  CAAG's  Wate r Qua lity Management P lans .

3.

4.

1 .

6.

9.

2.

5.

7.

8.

P a lo Ve rde  is  in complia nce  with ADEQ's  Aquife r P rote ction P e rmit monitoring
and reporting requirement.
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10. ADWR issued a  Decis ion and Orde r (no. 26-401667.0000) on May 4, 2006. This
orde r s ta ted tha t ADWR approved the  Company's  Des igna tion of Assured Wate r
S upply ("DAWS ") modifica tion re que s t to  include  387 Dis trict in  its  e xis ting
DAWS .
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TO: 3166em9 Chukwu
Executive Consultant: Ill
Utxhtles Dlvnao

FROM : Barb Wells
Information Technology E3l9ec1al15t
Utlhtuef-J Dlvnaon

( /

TNRU: Del smIth
Enqlmeerlrlq Supervueor
Utll:t1e5 DuvI5lon

65/

DATE: June 18, 2007

RE: spurn Cruz wma enmrnuv lD0l}KET in. W-03576A-01-0305]
PMO VERDE lITlllTIEs eomrmlv IIIWKET ll .WS-03575A-01-0305]I

Santa Cruz and Palo Verde have flied an applzcatlon to amend
Declelon NO. 88498.

Attached are copies of the maps for your files.

:bow

Attaci4men1:5

cc: Mr. Michael W. Patten
Ms. Dorothy l'iam5
MY. Deb Fermion (Wand Cairned)
File
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